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I. International Financial Crsis




Financial crisis significantly impacted market value of international
financial institutions
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S&P500: One of the worst years

Pasitive years : 129 (7a%)
Negative years : 54

(30%)
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Intervention measures during the crisis

Figure 3.1. Time Pattern of Crisis Measures in

sample Countries
(June 1, 2007-June 30, 2009; only front-page policy events)
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Financial regulators response

Basel Il (Capital and liquidity)
Macroprudential policy
Resolution of financial institutions

Conduct of business

Basel Committee on Banking Supervision reforms - Basel III
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Financial Stability Institute — FSI Insights

= Objective: analyze the evolution of the financial supervisory
architecture since GFC

= Survey covering 82 jurisdictions

= Intitutional arrangements for financial sector oversight in:
- Microprudential supervision
- Macroprudential policies
- Financial stability monitoring
- Conduct of business supervision
- Resolution of financial institutions



. Financial sector supervisory models —
concepts and evolution




Financial supervisory architecture requires a number of key institutional
decisions

- Assigning specific functions to individual financial authorities
- Establishing coordination mechanisms

- Specifying approaches and arrangements to avoid potential
conflicts of interest

- Rol of central banks in respect to financial sector oversigth




Potential benefits and costs of attaching additional financial supervisory
responsibilities to the microprudential banking supervisor

Functions added Potential benefits Potential costs
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Sectoral model

One financial sector authority is responsible for the prudential and conduct of
business supervision of each sector

Conduct/Consumer
protection banking
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Integrated model

Single agency is responsible for all oversight functions in all three sectors

Conduct/Consumer
protection banking

Integrated
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Partially integrated models

Responsibilities according to supervisory objectives or sectors

Twin Peaks
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W. Post-crisis financial supervisory models




The prevailing model of financial sector supervision is still sectoral (50%)
The integrated model is employed by 30%

Model of supervision by region (percentage, rounded) Table 2
Africa America Asia & Pacific Europe Middle East Total
Sectoral 9 100%| 9 52%| 7  50%| 10 30%| 4  66%| 39  50%
Integrated-CB | 0 0% | 1 8% | 2 4%| 5 18| 1 17%| 9 11%
Integrated-SSA | 0 0% | 1 % | 2 4% | 11 3% | 0 0% | 14  18%
Two Agency 0 0%| 3 18%| 1 % | 4 1% | 1 17%| 9 11%
Twin Peaks 0 0%| 3 18| 2  M%| 3  10%| O 0% | &  10%
Total 9 100% | 17 100% | 14 100% | 33 100% | 6  100% | 79  100%




11 out of 79 jurisdictions have changed their supervisory model

Some jurisdictions have adjusted their existing supervisory model to improve the monitoring of
financial stability and incorporate new functions, such as macroprudential policies and
resolution, as well as to strengthen the coordination among the financial regulators

Changes in the model of financial sector supervision Table 3
Current
To Integrated-  Integrated- ; Total
Sectoral Twin Peaks  Two Agen
From CB SSA ENY | pre-GFC
Sectoral 39 ]l 3 1 2 46
Integrated-
CE 0 & 0 0 0 3]
Pre-GFC Integrated-
cop 0 2 11 2 0 15
Twin Peaks 0 0 0 5 0 5
Two Agency 0 0] 0 0 7 7
Total current 39 9 14 8 9 79
Total changes 11




7 out of 19 jurisdictions (37%) have changed their supervisory model

Changes in model of financial sector supervision in crisis countries Table 4
Current
To Integrated-  Integrated- : Total
Sectoral T Peak Two A

From ectora cB s win Peaks wo Agency pre-GFC

Sectoral 5 1 1 0 1

Integrated-CB o 0 0 0 o o
Pre-GFC Integrated-

SSA 0 2 3 2 0 9

Twin Peaks 0 0 0 1

Two Agency o o o 0 1

Total current 3 6 5 3 2 19

Total changes 7




V. Microprudential supervision




Central banks remain the predominant primary microprudential banking supervisor

Insurance companies and securities business are mostly supervised by an SSA

Current organisation of microprudential supervision”

Table 5

Banking Insurance Securities/investment firms
Central bank 54 66% 22 28% 13 17%
Separate supervisory 28 37% 32 65% b3 82%
agency
Government 0 0% 6 7% 1 1%
department
Total 82 100% 80 100% Ti 100%




Few changes with respect to the location of the primary microprudential
supervisor of banks since the GFC.

Changes in the primary microprudential authority for banking supervision Table 6
Current
T To Separate superviso
T— Central bank P P Y Total pre-GFC

From T— agency

Central bank 43 1 49
Pre-GFC  Separate supervisory agency 3 27 32

Government department 1 0 1

Total current 54 28 82

Total changes




The main change in the supervision of the insurance sector has been the
migration from an SSA to the central bank.

Changes in the primary microprudential authority for insurance supervision Table 7
Current
To Central bank Separate Government Total
Erom entrat ban SUpervisory agency department pre-GFC
Central bank 14 0 0 14
Pre-GFC Separate supervisory agency 7 49 0 26
Government department 1 3 b 10
Total current 22 52 ] 80
Total changes 11




Few changes have been observed since the GFC in the location of the
microprudential supervisor for securities firms.

Changes in the primary microprudential authority for securities/investment

services firms Table 8
To Separate Government Total
Central bank .
From SUpervisory agency department pre-GFC
Central bank 8 0 0 8
Pre-GFC Separate supervisory agency 3 b2 0 67
Government department 0 1 1 2
Total current 13 63 1 77
Total changes 6




V. Macroprudential policy




CBs are the leading authority for macroprudential policy in the largest number of jurisdictions

The allocation of the macroprudential function varies more in jurisdictions where a
SSA is the microprudential bank supervisor

Primary authority responsible for macroprudential policy Table 13
: : Entity responsible for : :
F'r|mar'?r banking macroprudential Recommendation Activation only Hecnmm?ndgtmn Total
SUpervisor : only and activation
policy
Central bank 0 18 17 35
Central bank
Dedicated committes 5 0 5 10
Central bank 1 1 3 3
Dedicated committes 7 1 3 11
Separate
supervisory Separate supervisory
agency agency 0 4 2 6
Government
department 0 2 2 4
Total 13 26 32 1




Dedicated committees are responsible for macroprudential supervision in a number of
jurisdictions and typically include government representatives, central bankers and
supervisory officials

Composition of a dedicated committee Table 14
Composition of dedicated committees when it is the macroprudential authority No ﬂ.f
countries
Ministry or ministries Q Q . @ e 21
Central bank e © o0 o 20
Supervisory agency o o 2 19
Deposit insurance agency/authority . Q 7
External experts & 3
Total countrnies (21) 1 10 6 3 1




Most jurisdictions have strengthened and continue to further develop their frameworks for
financial stability monitoring

Changes in the setup of monitoring financial stability Table 15
Creation of Total
Dedicated committee (macroprudential authority) Q Q 21
Financial stability coordination committee Q Q 14
Financial stability unit or depariment @ @ © 19

Total countries (45) 18 8 10 3 6




V1. Financial supervisory architecture - EU and USA




European Union

= To further strengthen the supervisory structure in the EU, three European Supervisory
Authorities (ESAs) were set up and started their operations in January 2011:
= European Banking Authority (EBA)
= European Securities and Markets Authority (ESMA), and
= European Insurance and Occupational Pensions Authority (EIOPA)

= The European Systemic Risk Board (ESRB) was established to monitor and assess
potential threats to financial stability that arise from macroeconomic developments
and changes in the financial system

= The ESRB is responsible for macroprudential oversight of the financial system in the
European Union and the prevention and mitigation of systemic risk



United States of America

= The supervisory structure has been strengthened after the GFC by focusing on
financial stability and consumer protection. Dodd-Frank Act (2010) forms the basis for
the creation of the inter-agency Financial Stability Oversight Council (FSOC) and the
Consumer Financial Protection Bureau (CFPB). Both arrangements for financial
oversight have a nationwide responsibility.

= FSOC: the objective is to monitor and identify emerging risks to financial stability
across the entire financial system; identify potential regulatory gaps; and coordinate
the microprudential agencies’ response to potential systemic risks.

= The FSOC is chaired by the US Treasury Secretary and comprises the heads of the Fed,
OCC, FDIC, CFPB, SEC, CFTC, FHFA and NCUA plus an independent member.



VII. Conclusion




Conclusion

= Well-designed supervisory architecture contributes to strengthen the ability of
financial authorities to prevent financial crises and mitigate their impact.

= Post-GFC, most jurisdictions have implemented incremental changes within their
institutional arrangements for financial sector oversight. These changes respond to
the adoption of the new macroprudential and resolution functions; a strengthening
of consumer and investor protection; and improvements in financial stability
monitoring.

= The post-GFC changes to financial supervisory models consist mainly in integrating
supervisory functions and shifting more supervisory responsibilities to central banks.

= The regulatory and supervisory framework for business conduct has been
strengthened worldwide.



